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REVIEW OF THE FIRST QUARTER: 
Awaiting Better Days 


As the first quarter of 1961 drew to a close, New Englanders were well aware that 
they had experienced a severe winter. Blizzards had piled snow unusually high, 
particularly in urban areas where it paralyzed traffic and shut down stores and fac- 
tories, rather than on ski slopes where it would have been welcomed. People awaited 
the return of the better days which spring was sure to bring — the sound of a robin, 
the sight of a crocus, and presence of the ever-hopeful Red Sox. 

New Englanders also knew that they had experienced some months of lean busi- 
ness, although reports told them that it had been leaner in other parts of the nation. 
Factory operations, business sales, and incomes had in many instances dropped below 
expected levels. Unemployment was unusually high. New Englanders were sure of 
the better days of spring. They hopefully believed that they were detecting initial 
signs of better days for business. 

Unemployment was probably the most vexing aspect of the current slackness in 
the regional economy. It had mounted during the 1957-1958 recession. Its subse- 
quent decline, adjusted for normal seasonal variations, was interrupted by effects 
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from the 1959 steelworkers’ strike. Before it could 
recede to what might be considered a normal 
level, it was given another boost by developments 
in the 1960 business contraction. At the begin- 
ning of 1961 insured unemployment in New 
England was 23 percent greater than at the 
beginning of 1959, and 52 percent greater than 
at the beginning of 1957. ‘The 12 months’ percent 
increase in unemployment reached as high as 57 
percent in late February belore easing down 
again in March. 

The U.S. Department of Labor classifies 150 
major labor market areas in the nation, each 
consisting of a core city and surrounding munici- 
palities, by the intensity of unemployment. In 
the March classification, unemployment in the 
Boston, Hartford and Portland areas was esti- 
mated to amount to between 3.0 and 5.9 percent 
of the respective labor forces. In the Brockton, 
Lawrence, Manchester, New Haven, Providence, 
Springfield and Worcester areas the percentage 
ranged between 6.0 and 8.9. In the Fall River, 
Lowell, New Bedford, New Britain and Water- 
bury areas the percentage ranged between 9.0 and 
11.9. Eight of these 15 areas were reclassified to 
less favorable status in the four months since No- 
vember. The composite picture reflects a serious 
degree of unemployment, higher than the rela- 
tively mild cyclical business contraction would 
seem to account for. 

Swings in employment do not necessarily match 
those in unemployment, because these two com- 
ponents do not add up to a constant labor force. 
Percentagewise, swings in employment are much 
smaller because they are related to a far larger 
numerical base. New England’s total nonfarm 
employment in mid-March was less by only 9,800 
or 0.3 percent than a year earlier. Although 
this decline would have measured somewhat 
greater but for a major shipyard strike in progress 
at the earlier date, it nevertheless was mild in 
comparison to the 1.4 percent decline in the na- 
tion’s nonfarm employment over the same period. 

Within the New England states, the 12 months 
net change in nonfarm employment ranged from 
a loss of 1.3 percent in Connecticut to a gain of 
0.2 percent in Maine. Manufacturing employ- 
ment in the aggregate was down by 3.9 percent 
over this period, and the important textile, pri- 
mary and fabricated metals industries experi- 
enced declines of approximately 10 percent. 
Nonmanufacturing employment on the other 
hand totaled 2.2 percent more than in March 
1960. 

Within the early part of the first quarter, the 
net drop in New England employment was some- 
what larger than seasonally expected. Job cur- 
tailments between mid-December and mid- 
February in construction, retail trade and postal 
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service outweighed job expansions in the textile, 
apparel and shoe industries for the production 
of spring lines of merchandise. If there was more 
than a seasonal trend towards better days by 
then it was not apparent in employment statistics. 

Oltentimes, however, changes in average 
weekly hours precede changes in numbers of the 
employed. In the first three months, aver- 
age workweeks for manufacturing production 
workers in New England generally lengthened, 
and March average workweeks in five of the six 
states exceeded the national average of 39.1 hours. 
This could be an advance sign of an improving 
flow of orders to factories which might soon jus- 
tify re-expansion of work staffs. 

A New England statistical series of new orders 
received by manufacturers has not been devel- 
oped comparable to the national series which, on 
a seasonally adjusted basis, rose in February after 
four successive months of decline. However, it 
may be significant that among purchasing agents 
in the region the percentage reporting a rising 
flow of new orders doubled from 17 percent in 
January to 35 in March. Conversely, the portion 
reporting a contracting flow diminished from 31 
percent in January to 19 in March. 

An upturn in production, although _ less 
marked, was also noted by these purchasing 
agents. The portion who reported increasing 
production rose from 25 percent in January to 
34 in March, while the portion who reported 
decreasing production declined from 24 to 17 
percent. The index of man-hours worked by New 
England factory production employees increased 
in both January and February. This bank’s index 
of New England manufacturing activity rose 
from 108 in January to 111 in February, but was 
still well below the 118 value of a year earlier. 

Whether or not 1961 capital expenditure plans 
of New England manufacturers, which were sur- 
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veyed by this bank in February and early March, 
reflected awareness of a favorable turn in orders 
and production, they certainly did not indicate a 
pessimistic outlook. Present plans envisage a 
drop of only | percent from 1960 dollar expendi- 
tures, which in turn were 4 percent higher than 
those for 1959. For a period in which talk of 
business recession has been rampant, this is a 
confident performance. Continuing recent trend, 
1961 expenditures will emphasize acquisition of 
machinery and equipment and modernization of 
facilities, rather than the building of new plant. 

Current construction trends in New England 
are difficult to evaluate because of a very poor 
contract performance in February, which is hoped 
to be an erratic deviation from normal. For the 
first three months of the year, F. W. Dodge Corpo- 
ration reports the value of total construction 
contract awards in the region to be down 4 per- 
cent from the comparable 1960 figure, largely 
influenced by a 15 percent contraction in resi- 
dential contracts. These statistics are widely be- 
lieved to overstate the true extent of the depressed 
condition in New England construction. Many 
large commercial, industrial and public projects 
are in the talking or planning stage. Also, ample 
credit funds at relatively moderate interest are 
available to residential builders as soon as they 
desire to utilize them. 

A rising tide of business failures has accom- 
panied the recent downturn in business. While 
the number of recorded failures in New England 
during the first three months of the year was only 
6° more than for the comparable 1960 period, 
the liabilities involved were nearly twice as great. 

The rate of new business starts declined as 
business failure liabilities rose. New corporations 
chartered in the six New England states during 
the first quarter were 12 percent fewer than 
those chartered during the comparable months 
of last year. 
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New England department store sales in Janu- 
ary and February were 3 percent lower than a 
year ago under the double impact of impaired 
incomes and distinctly less favorable shopping 
weather. March sales were stimulated by better 
weather, an Easter date two weeks earlier than in 
1960, and signs of improving economic news and 
expectations. In consequence, sales for the month 
were 20 percent higher, and those for the first 
quarter were 6 percent higher, than a year earlier. 
A comparison of sales for 4-week periods imme- 
diately preceding Easter in the two years, how- 
ever, points towards a 2 percent decline. Base- 
ment sales continued to fare better than those 
of upstairs departments with their somewhat 
higher-priced merchandise. Sales of homefurnish- 
ings continued to lag relatively, while those of 
apparel items were boosted by the earlier Easter. 

Department store inventories at the end of 
February averaged 2 percent higher than a year 
ago, influenced in part by the advanced Easter 
shopping season. Customer credit at these and 
most other retail outlets was running about 3 
percent higher than a year ago. 

Demand for new automobiles had been strong 
in early 1960 following interruptions to produc- 
tion schedules induced by the steelworkers’ strike 
in late 1959. By the first quarter of 1961 this 
deferred demand was no longer effective, and 
January registrations of new cars in the New Eng- 
land area were 1.5 percent fewer than those of a 
year earlier. With inventories high and competi- 
tion rife, profits for the average dealer were re- 
duced close to the break-even point. 

Winter resort business in New England, fol- 
lowing an auspicious start in December, devel- 
oped into a relatively poor seasonal performance. 
The explanation lay largely in disproportionate 
snowfall at the wrong places and the wrong 
times. Climate vagaries sent much of the 1961 
winter storms and cold temperatures further 
south than usual. With snow coverage on sub- 
urban golf links generally ample, highways some- 
times difficult of passage, and the northern slopes 
frequently bare or rain-washed, resort proprietors 
reported guest occupancies for the season through 
March to be 9 percent less than those of a year 
ago. 

Credit and monetary developments in the first 
quarter of 1961 were in large part a continuation 
of those which prevailed during the latter months 
of 1960. The economy continued to reflect aspects 
of a mild cyclical contraction. Demand for funds 
was relatively subdued, the trend of saving some- 
what raised, inflationary pressures rather inert, 
and interest rates slightly down on balance. 

Outstanding commercial and industrial loans 
at weekly reporting District I member banks 
maintained a lead of a few percent over corre- 
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sponding balances of a year earlier, but by less 
than what might be considered a normal growth 
rate. Expansion of consumer credit proceeded at 
a slower pace. Lenders generally reported a fall- 
ing off in demand for residential mortgage credit 
on the part of acceptable credit risks, despite an 
adequate supply of funds to meet regional needs. 

The annual rate of growth of deposit balances 
at a representative sample of New England 
mutual savings banks had increased to 6.9 per- 
cent by the end of March. A similar trend 
was reported at savings and loan associations in 
the region. First District sales of Series E and H 
savings bonds were exceeding redemptions. 

Auction rates of 91-day Treasury bills ranged 
mostly between 214 and 21% percent during the 
quarter, and other short-term rates changed 
closely in accordance. The prime business loan 
rate remained at 414 percent. For conventional 
mortgages, some funds were eased to a 514 per- 
cent, while others held to the 514 to 6 percent 
range in New England. 

Monetary policy in order to provide the ap- 
propriate environment for economic recovery 
and growth, made net free reserves available in 
the general magnitude of $500 million. Open 
market operations, however, faced the new prob- 
lem of the possibility that low short-term rates 
might induce a further outflow of gold from the 
nation’s reserves. 

The situation for New England farmers in 
early 1961 was still rather good, although lacking 
some of the favorable factors which in combina- 
tion had provided so much improvement in 1960. 
With a much larger supply of potatoes available 
for the market, growers had to accept substantial 
cuts from the high prices which prevailed a year 
earlier. Dairy product prices have thus far held 
up better than had earlier been anticipated, but 
the prospective net effect of higher support prices 





for manufactured dairy products and for feed 
grains is difficult to evaluate. Egg and broiler 
prices remain fairly high, following the marked 
improvement in market conditions which took 
place last year, but can weaken again if the trend 
to increasing production is carried too far. 

Industrial weakness appeared early in 1960 in 
the steel industry and spread to steel using and 
allied industries. A year later, the primary and 
fabricated metals industries were still among the 
weakest in New England. Their March 1961 
employment was down 10 percent from the high 
level of 12 months previous. Operations at plants 
producing wire, specialty steels, hardware, hand 
tools and screw products were generally sluggish. 
Foundries, except for those maintained by textile 
machinery concerns, were operating on a hand- 
to-mouth basis with practically no order back- 
logs, and one major employer announced plans 
to close its foundry in the Greater Boston area. 
Brass mills and copper wire plants in Connecti- 
cut also experienced a continuing low volume of 
business. Yet, despite this rather dismal situation, 
New England producers in the metals industries 
were, at the end of the first quarter, sensing an 
improving order flow, as yet statistically uncon- 
firmed, which brightened future prospects. 

‘The nonelectrical machinery industry was also 
relatively hard hit. Employment at New England 
plants during the first quarter averaged about 7 
percent less than a year ago, but there were in- 
dications that the decline was about halted. The 
slump in orders for machine tools continued, and 
was accentuated in February by a sharp decline 
in orders from abroad, which had been a factor 
of sustaining strength for the industry. Moreover, 
the U.S. government cancelled authorization for 
a large shipment of precision tools to Russia. 
Somewhat brighter trends prevailed for manu- 
facturers of industrial and textile machinery. 

The electrical machinery industry had more 
over-all stability during the first quarter than 
most major industries. Employment at New Eng- 
land plants averaged only 3 percent less than a 
year ago, but with considerable diversity in 
experience between individual plants and their 
types of product. Demand remained slack for 
electrical appliances and for some types of com- 
munication equipment. On the other hand, staft 
expansions were reported at plants producing 
transformers, transistors and specialty electronic 
devices for defense procurement. In general, out- 
look opinions for the industry are guided by an 
awareness of good growth potentialities. 

The recorded employment rise of 12 percent in 
New England's transportation equipment indus- 
try from March 1960 to March 1961 was 
magnified by the fact of a major shipyard strike 
at the earlier date. Settlement of the strike was 
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followed by a period of intense activity, but with 
the backlog of shipbuilding orders again thin- 
ning out, extensive layoffs are in prospect. In the 
aircraft engine and helicopter segment of the 
industry, cancellations of prime contracts and 
subcontracts have affected some plants, but new 
contract awards and orders, plant extensions, and 
research and development activities have had an 
over-all compensating effect. Automobile assem- 
blies during the quarter were relatively few in 
contrast to the situation a year ago, when demand 
was high and stocks were low as an aftermath of 
the strike in the steel industry. 

Employment in New England’s instrument 
making industry continued to decline in early 
1961, but partially recovered to a level still 7 per- 
cent below that of a year ago. Encouraging signs 
included a pickup in orders for measuring instru- 
ments, and greater capital expenditure programs 
for producers of optical goods and watches. 

Ordnance was New England’s only metal work- 
ing industry which during the first quarter still 
employed more workers than a year earlier. Even 
so, a temporary running out of contracts at some 
locations reduced industry staffs by about 600 
between January and March. 

Compared with a year ago, New England 
textile employment in the first quarter was down 
over 10 percent, order backlogs have dwindled, 
inventories have risen, and prices have weakened. 
Against this discouraging background, faint signs 
of an upturn have recently appeared. February 
brought a more than seasonal rise in employ- 
ment, mill consumption rates of cotton advanced, 
yarn and thread producers reported a strengthen- 
ing in orders, and worsted mills quickened their 
rate of operations. As converters, garment makers 
and retail outlets have been buying for only 
minimum needs, mill operators sense that any 
rise in basic demand for textile products can 
quickly add to these initial signs of recovery at 
the mill level. The industry still seeks legislative 
action which will afford more effective protection 
against the rising volume of imports. 

New England’s apparel industry, despite the 
earlier 196] Easter shopping season and the spurt 
in producing merchandise for it, failed to match 
1960 operations. Peak employment was less, aver- 
age workweeks shorter, and output generally in 
smaller volume. Best seasonal gains were attained 
in the production of women’s and children’s 
outer-wear. Over-all operations in the industry, 
however, were still held in check by cautious 
ordering policies of retailers. 

Likewise in the shoe and leather industry, the 
seasonal rise in activity failed to reach compa- 
rable 1960 levels. March employment fell about 
3 percent short, while shoe production for the 
first two months was down 5.4 percent, from 
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year-earlier levels. Tannery activity felt compe- 
tition from synthetic suede. Although spring 
orders for shoes were less than hoped for, an 
improving tone to market sentiment began to 
appear towards the end of the quarter. Wage 
costs were temporarily stabilized by a new 
2-year contract, and hide prices are relatively 
low. 

In the jewelry industry, a disappointing inflow 
of orders last fall led to a relatively mild sea- 
sonal rise in production for spring markets. 
Employment and workweeks were under those of 
a year ago. Producers of lower-priced jewelry 
were particularly affected by style trends in favor 
of beads. All producers are increasingly affected 
by competition from foreign-made merchandise. 

Employment in New England’s food manu- 
facturing industry held at high levels. New and 
expanded plant facilities are being provided, and 
sales trends are generally favorable. 

The paper and allied products industry, oper- 
ating recently at only about 81 percent of capac- 
ity, plans to direct its 1961 capital expenditures 
largely towards equipment and plant moderniza- 
tion. Employment and workweeks have recently 
tended to be below year-ago levels, although 
earnings have held up better. 

Activity at plastic products plants, and even 
more so at rubber products plants, was com- 
paratively quiet during the first quarter. Employ- 
ment levels were depressed, profit margins nar- 
row, and some plants temporarily closed in an 
effort to redress excessive inventory positions. 

In New England’s diversified chemical indus- 
try, first quarter conditions varied from plant to 
plant, but in the aggregate portrayed rather 
stable employment with some reduction in sales. 
A quick pickup in industry operations is ex- 
pected to attend recovery in general business. 
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Capital Spending Stable 


Despite the fact that New England manu- 
facturers are operating at only three-fourths of 
capacity, their capital spending plans are almost 
unchanged from 1960. ‘The emphasis on capital 
spending will be in plant modernization rather 
than expansion of capacity. 

Manufacturers’ expenditures for 1961 are pro- 
jected at $581 million, 1 percent less than last 
year. This level of capital spending would be 
above 1958 and 1959, but considerably below the 
high reached in 1957. Producers of durable goods 
are scheduling a rise in outlays this year, while 
nondurable goods manufacturers plan a more 
than offsetting reduction in their spending. Both 
categories had increases between 1959 and 1960. 

The capital spending plans are consistent with 
sales expectations. Manufacturers expect sales to 
remain unchanged from 1960 levels. Since they 
are operating considerably below capacity, exist- 
ing capacity is expected to be adequate. 

Estimates of capital expenditures for all New 
England manufacturers are projected on the 
basis of returns from 1,048 firms which account 
for one-third of manufacturing employment in 
the region. The 1961 survey was conducted by 
the Federal Reserve Bank of Boston during 
February and early March. 

The composition of the region’s capital spend- 
ing plans differs somewhat from the national 
estimates. A joint Commerce Department—Se- 
curities Exchange Commission survey conducted 
nationally in late January and February pro- 
jected a 3 percent decline from 1960. Nationally, 
durable goods manufacturers expect to spend 7 
percent less this year, while nondurable goods 
producers plan a 2 percent increase. In New 
England, on the other hand, manufacturers of 
hard goods plan a 5 percent increase and soft 
goods manufacturers an 8 percent decline. 

Surveys for both the region and the nation 
last year found manufacturers optimistic about 
the future and projecting sizable increases in 
capital spending over 1959. These expectations 
were not fulfilled as capacity proved to be more 
than adequate to meet demand. Last spring New 
England manufacturers planned to increase their 
spending in 1960 by 12 percent over 1959, but 
they actually increased their outlays by 4 percent. 
The Department of Commerce — SEC survey this 
spring shows the same national pattern. Manu- 
facturers spent 19 percent more in 1960, while 
they had planned a 25 percent increase. 

The emphasis in capital spending this year, as 
in 1960, will be on new machinery as firms seek 
to reduce operating costs and widen profit mar- 
gins. About four-fifths of 1961 capital outlays in 
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New England will go for new equipment and 
only one-fifth for new plant. 

Plant outlays in New England are expected to 
fall by a fourth, while machinery expenditures 
will increase 7 percent from 1960 ‘levels. In 
durable goods there is a decided shift from spend- 
ing for new plant to spending for new machinery. 
Plant outlays are expected to fall by a third but 
expenditures for machinery will rise 17 percent. 
The region’s nondurable goods manufacturers 
plan to reduce both plant and machinery ex- 
penditures, cutting each by about $10 million. 

Changes from last year in spending for plant 
and equipment at the national level are de- 
cidedly different from the regional pattern. 
Manufacturers of durable goods are expected to 
reduce both plant and equipment outlays, but 
the greatest reduction, 20 percent, will occur in 
plant expenditures. Producers of nondurable 
goods, on the other hand, plan to spend more 
for new plant and to reduce their machinery 
expenditures only slightly this year. 

Manufacturers for the past two years have 
allocated the greatest proportion of their capital 
expenditures to modernization, and this trend 
is continuing in 1961. The region’s manufac- 
turers plan to devote 62 percent of their total 
spending to improve existing plant and equip- 
ment, compared to 58 percent last year. 

There is a close correlation between the 
amount of capacity in use and the amount of 
capital outlays allocated to expansion. Indus- 
tries which are operating at above average capac- 
ity rates are also the ones allocating above 
average proportions for expansion. 


Methods of Financing 

This year, as was the case last year, internal 
sources such as retained earnings will provide 86 
percent of the funds for capital spending. Bor- 
rowing, which provided 10 percent of the funds 
for last year’s capital spending, is expected to 
account for 9 percent in 1961. About 4 percent 
of capital needs will be met by lease arrange- 
ments this year, as compared to 3 percent in 
1960. New stock issues and other methods of 
obtaining capital account for the remainder. 


Industry Trends 

Most of the projected increase in spending by 
durable goods manufacturers is in the electrical 
machinery and transportation equipment indus- 
tries. 

Electrical machinery producers are plan- 
ning to increase their outlays by a tenth. About 
three-fifths of their total outlays will be for 
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expansion as this industry, particularly the elec- 
tronics sector, continues to grow in the region. 
The region’s electrical machinery manufacturers 
anticipate a 5 percent growth in sales this year. 

The transportation equipment industry is 
scheduling the largest dollar increase, $11.7 
million, in capital spending of any of the region’s 
major industries. This industry also expects its 
sales to increase by 5 percent in 1961. Most of 
the increased capital spending will occur in the 
sector producing aircraft and missiles under 
defense contracts. The shipbuilding sector plans 
little change in its spending from 1960 levels. 

The nonelectrical machinery industry, which 
usually accounts for a fifth of the capital outlays 
in the durable goods group, plans virtually no 
change in spending from last year’s level. Busi- 
ness in this industry was disappointing last year 
as new orders declined and order backlogs fell. 

Manufacturers of both primary and fabricated 
metal products plan to spend less in 1961 for 
plant and equipment than last year. Business has 
been depressed in these industries due to a lack 
of orders. At the end of 1960 both of these indus- 
tries were operating at only two-thirds of capac- 
ity. Producers of primary metals, however, an- 
ticipate that their sales will increase 10 percent 
this year. If this expectation is realized, actual 
1961 spending may reach a higher level than now 
foreseen. Manufacturers of fabricated metal prod- 
ucts are less optimistic, expecting little increase 
in their sales over last year. 

Only three nondurable goods industries — 
paper, printing, and the miscellaneous group — 
now plan to increase outlays above 1960 levels; 
their combined increase is small, amounting to 
only $9 million. The food, shoe, and textile 
industries, on the other hand, now estimate that 
they will spend about $23 million less this year. 

Manufacturers of food and beverage products 
are planning to reduce 


cent of this year’s respondents expect sales to 
increase from 1960 levels. 

New England’s shoe and textile industries ex- 
perienced a drop in activity last year from the 
high levels of 1959. Orders declined and _ in- 
ventories accumulated as the year progressed. 
Only a two to three percent rise in sales is 
expected -in these industries this year. Conse- 
quently, both industries plan to allocate a very 
small proportion, one-fifth, of their total ex- 
penditures to expansion of plant and equipment. 

The chemical industry, which is highly capital 
intensive, projects a 3 percent reduction in its 
spending in the region this year. It plans, how- 
ever, to allocate three-fifths for expansion, the 
highest proportion of any nondurable goods in- 
dustry. Business was good in this industry last 
year as the demand for plastic materials, indus- 
trial gases, and detergent preparations continued 
to expand. This trend is expected to continue in 
1961, increasing sales by 9 percent. 


Future Plans 

Fstimates for capital expenditures in 1962 
were made by 83 percent of the firms that partic- 
ipated in this year’s survey. Many of these were 
large firms, and as a group they account for 28 
percent of manufacturing employment. 

Preliminary estimates of these firms show that 
they expect to spend 20 percent less in 1962 than 
this year. The only industries that now plan to 
increase outlays in 1962 are fabricated metals, 
instruments, and food. 

With excess production capacity increasing by 
an average 9 percent last year, New England 
manufacturers have a “wait and see” attitude 
toward further expansion of production facili- 
ties. If sales should exceed their present expecta- 
tions, reducing excess capacity, spending this year 
and in 1962 may exceed present plans. 





their outlays in the re- 
gion by a fifth from the 
high of $41 million spent 
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Ski Business Pauses 


The past season provides strong evidence that 
running a ski lodge is not all “beer and skittles” 
as some people may think. The 1961 season 
registered a cumulative drop of 9 percent from 
last year; 9 percent by the hotel and inn group 
and 10 percent by the tourist group. Despite the 
1961 decrease over year-ago figures, the volume of 
lodging business still managed to attain the sec- 
ond highest level in the past decade. 


The 1961 decrease is undoubtedly due pri- 
marily to weather conditions. ‘The ski business 
has not appeared in the past to be markedly 
affected by business trends and interest in skiing 
as a sport is still on the rise. The only other lags 
in the winter business climb from 100 in the 
base year 1950 to 200 in 1961 occurred in 1953 
and less severely in 1956 when ski cover was 
also spotty. 


Abundant amounts of snow arrived in time for 
the Christmas-New Year’s holiday period, most 
of which was in December. New England lodging 
proprietors were pleased with an 11 percent 
gain over the corresponding month the previous 
year and with their encouraging advance reser- 
vations. Although northern areas were not as 
fortunate as their southern counterparts, they 
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too noted gains over last year. January brought 
with it sub-freezing temperatures and_ several 
severe snowstorms which kept even the more 
hearty off the highways, causing lodging business 
to fall off 10 percent during that month. Mid- 
February looked a little better with more snow 
and warmer weather. However, as the month 
progressed high temperatures continued and not 
only thawed the menacing ice of the previous 
month but removed much of the scanty base’left 
from December. The bad weather, plus the com- 
parative disadvantage of a shorter month and 
Washington’s birthday removed from the week- 
end, put monthly totals 16 percent behind those 
of the previous year. March proved to be another 
disappointment, combined lodging totals showing, 
a 14 percent dip from last year. Business would 
undoubtedly have been better had early-month 
conditions held out through the Easter vaca- 
tion period. 

Most year-round operators do not depend upon 
winter business to contribute a proportionate 
share of yearly income. These proprietors will 
look to the winter of 1961 as a periodic setback in 
a weather-sensitive, uncertain business, and hope 
to make up any losses in the forthcoming summer 
season. 





Easter Sale 


Easter sales of New England department stores 
this year were slightly below 1960 but large 
enough to make the season easily the second 
largest on record. The decline from 1960 was due 
principally to the two-week earlier date of Easter 
this year. New Englanders have learned not to 
expect to be able to wear light clothing on an 
early Easter with any certainty. ‘The weather this 
Easter Sunday certainly confirmed this expecta- 
tion. Snow, rain and winds accompanied by only 
occasional periods of sunshine conspired to dim 
the enjoyment of the traditional paradin 
finery. 


ig ol 

In the four weeks preceding Easter, sales this 
year were 2 percent lower than the comparable 
period of 1960. Only the week immediately pre- 
ceeding Easter witnessed a gain from the pre- 
vious year. Sales that week set an Easter record 
and were 5 percent greater than the best weekly 
volume of a year ago This gain occurred in spite 
of dismal shopping weather the day before 
Easter, dampening the last-minute rush for ac- 
cessories to spice up the Easter outfit. 

Basement store sales fared better than their 
upstairs counterparts, reflecting some continuing 
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price-consciousness on the part of consumers. 
Upstairs sales of apparel lagged well behind 1960 
Easter figures. ‘Vhis lag included sales of chil- 
dren’s wear, somewhat unusual in that children’s 
wear has been gaining more than other items in 
recent years. Sales gains were made by upstairs 
departments selling costume jewelry, candy and 
toys. Homefurnishings departments had a small 
sales gain, but the increase was over relatively 
weak year-ago figures which were unrelated to 
Easter shopping. 

Sales gains were strongest in the suburban 
areas of Boston. Downtown Boston fared rela- 
tively better than stores in other weekly report- 
ing cities in New England. This difference is 
partly due to a shift in some cities of promotional 
sales from before Easter last year to a later date 
this year. 

Consumer spending may be considered to have 
been strong during the Easter shopping season, 
considering the early date. April sales volume 
suffered relative to 1960 because it included no 
Easter selling. The strength of sales under this 
handicap indicates the consumer is returning to 
prerecession levels of spending. 
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Part Ul, Modern Period 


Investment Banking in New England 


During the 1920’s the regional credit markets 
of the Nation became closely connected, and this 
unification affected the structure and operations 
of investment banking firms. 

With the wider market for securities, invest- 
ment banking became a national operation. ‘The 
investment firms needed larger capital bases to 
underwrite the larger issues. Mergers of houses 
took place to increase capital as well as to 
secure complementary types of business and to 
strengthen management. A number of New 
England firms established branches within and 
outside the region. Private wires and direct lines 
increased, linking offices in various centers. Sev- 
eral of the largest Boston investment banking 
houses moved their head offices to New York 
which by this time was the nation’s most impor- 
tant financial center. Corporate demands for ex- 
ternal capital were at record high in the 1920's. 

If allowance is made for price changes, secur- 
ity sales for new capital during the twenties were 
at alltime highs. Electric utilities were the chief 
issuers Of securities, expending an average of $700 
million per year for fixed plant and equipment, 
mainly generating stations. ‘he telephone indus- 
try spent about $400 million annually on capital 
assets and, like the power companies, secured 
almost all its funds from the capital market. 

Foreign issues of securities also added to 
growth of the American capital market. Some 
1,800 separate foreign security issues were floated 
in the United States between 1919 and 1930. 
These amounted to almost $15 billion. 

Accompanying the rising volume of issues was 
a broadening in the variety of securities offered. 
As compared to the previous simple classes of 
common and preferred stocks and bonds, com- 
mon stocks were now split into classes with varia- 
tion in voting rights and claims. Preferred stock 
was issued in series, bonds were issued with war- 
rants, and stocks were issued with both warrants 
and rights. The real estate industry, which had 
usually relied on direct loans, began to issue 
bonds. A new type of security, the investment 
trust share, made its appearance in volumes. 

In addition to financing plant and equipment 
expenditures, security issues were used in the 
1920’s to finance consolidations. The fields in 
which consolidations were most prevalent were 
banking, retail trade, amusements and electric 
utilities. New England had a record number of 
bank mergers. The largest department stores in 
Boston and Malden were purchased by chains. 
Various local grocery chains were combined to 
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form the largest chain in New England. Utility 
holding companies flourished. Financial houses 
responded to the growth in capital market activ- 
ity by expanding their network of branches. 
Many also widened their functions, with broker- 
age firms going into underwriting while under- 
writers established more sales outlets. Distribu- 
tion periods shortened, and a uniform offering 
price became the general rule. Competition in- 
tensified and became nationwide. 

With the rapid growth in capital markets it is 
not surprising that security issuance in more 
cases became a scheme for promotional profit 
rather than a financing tool for economic invest- 
ment. Toward the end of the 1920’s there was a 
noticeable deterioration in quality of security 
issues. “The utilities area had, perhaps, the most 
flagrant examples of this deterioration. 

Since businesses were able to secure funds at 
favorable rates through security sales, business 
loans of banks showed almost no growth despite 
general expansion. Banks sought other outlets 
for their loanable funds and went heavily into 
single-payment real estate loans, security loans 
and corporate securities. From 1920 to 1930, real 
estate loans and corporate securities at commer- 
cial banks doubled, while security loans rose by 
40 percent. 

Commercial banks became heavy purchasers 
of corporate securities. Some commercial banks 
expanded their investment banking departments 
while others set up more or less independent 
security affiliates. Some of the larger banks did 
this because they had convenient sales outlets in 
their correspondent relationships with smaller 
banks and in their institutional depositors. 

While the combination of commercial and in- 
vestment banking resulted in operating efficien- 
cies, there also was the opportunity for tainted 
deals. The investment portfolio of a bank some- 
times became a captive market to the under- 
writing department and in some cases bank 
funds were used to influence market prices of 
securities. 

After the stock market crash of 1929, the en- 
vironment changed. Laws were passed imposing 
various types of regulation on the investment 
banking industry. Among the important results 
were the required separation of corporate secur- 
ity underwriting from commercial banking 
(municipal underwriting is still allowed), limi- 
tations on the size and structure of public utility 
holding companies, the establishment of the 
Securities and Exchange Commission which re- 








quires full disclosure before securities are issued, 
and the delegation to the Federal Reserve Board 
of the responsibility to limit use of stock market 
credit for listed stocks. 


The Investment Banking House Today 


The typical investment banking house now 
performs the full range of services connected with 
its role. These services have become generally 
departmentalized in these areas of operation — 
purchasing, syndicating and retail selling. ‘The 
formality and extent of departmentalization de- 
pend upon the capital size of the house and the 
business which it customarily handles. 

In purchasing securities the house either works 
by itself with the issuer or joins with one or two 
others in an agreement to share responsibilities. 
Houses which make a specialty of negotiating 
issues, particularly those of firms making initial 
or infrequent public offerings or issues which 
are to be privately placed with institutional 
buyers, have a staff of professional and technical 
personnel. They work with the executives and 
financial advisers of the issuer, becoming famil- 
jar with the industry and the firm’s history, cur- 
rent operating position and prospects. On the 
basis of this study a detailed financial plan is 
discussed with the issuer covering the type ol 
security and terms of the offering. Final decisions 
must then be made about pricing and timing 
the issue for the market if a public offering has 
been decided upon. ‘This work is narrowed in 
scope if the house handles only issues of estab- 
lished firms or if it participates in offerings 
under public sealed bids. Generally, the pur- 
chasing department decides upon participation 
of the house in moving an issue originated by 
another firm. Buying consists of formulating in- 
vestment judgment on the soundness of the 
commitment, considering profitable use of capi- 
tal of the house, the ability to market the secur- 
ities and the suitability of the issue for customer 
accounts. 

In the case of securities offered for competitive 
bidding by an issuer, the purchasing department 
will have to familiarize itself with the details 
and features of the issue. The participating 
underwriters then confer at “price meetings” in 
order to determine the final setup of the under- 
writing account and the bid to be submitted 
on their behalf by the manager. The bid reflects 
the price at which the entire issue can be safely 
underwritten and, when decided upon at the 
final “price meeting,’ the participants still in 
the account have agreed on the spread and offer- 
ing price to the public. The difference between 
the bid and public offering price is the spread 
of gross compensation of the participants and 
manager. After the bids are opened, and usually 
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without reference to the issuer, the underwriters 
winning the account decide on the method of 
sale and amount of concessions and allowances. 
The problem of distributing securities won in 
competitive bidding differs from that of a nego- 
tiated offering because there is no chance for 
extended preliminary discussions with prospec- 
tive buyers. In many cases the quality of secur- 
ities offered under sealed bids is high, and large 
group sales to institutions are made by the man- 
ager on behalf of the syndicate members. 

The syndicate department cooperates closely 
with the purchasing department, planning and 
organizing syndicates and selling groups to 
underwrite and distribute the security issues. In 
carrying out this work, the department prepares 
lists of possible participants, confirms participa- 
tions, prepares and accepts syndicate agreements. 

The sales department resells to the public the 
securities purchased by the house. Except in the 
case of smaller houses, sales are made at both 
wholesale and retail levels. Wholesale transac- 
tions represent sizable blocks of securities sold 
to nonunderwriting retailing houses at a small 
concession: from the public offering price or to 
large institutional buyers for the account of the 
several underwriters. The sales department is 
organized in much the same way as the selling 
department of any merchandising firm, A sales 
manager is placed in charge of the department 
and salesmen are employed according to the 
volume of business. 

The house may also have one or two other 
departments such as trading or statistical and 
research. Although all houses do some trading, 
generally only the larger houses have sufficient 
volume to justify a separate department. The 
work of the department arises from several 
sources — buying or selling securities for the 
accounts of the house or its customers, main- 
taining markets for the house’s own originations 
now outstanding, and on occasion, supporting 
the market during offerings. 

The work of the statistical and research depart- 
ment is varied. Originally established to assist 
the purchasing department in making appraisals 
of proposed issues and in following the position 
of the market, the department’s range of opera- 
tions has broadened. It may service customer 
inquiries for investment information, evaluate 
privately held securities or supply periodic 
market and investment letters. In some cases, it 
provides a detailed advisory service for issuers 
and investors. Some houses also offer custody 
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1960 Annual Report of the Federal Reserve Bank of 
Boston, entitled ‘Investment Banking in New England.” 
This Annual Report may be secured from the bank’s 


| This article is the last of a series adapted from the 
| public information department. 
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and agency arrangements for both individual 
and institutional investors. In addition to statis- 
tical work, the department prepares prospectuses 
for registered issues, news releases and material 
used in advertising. 

Since the new issue business fluctuates from 
year to year, and in some firms comprises a 
variable portion of total business, many firms 
develop other related business to make the 
activity of the firm more stable. ‘The most im- 
portant of these is brokerage and frequently 
the house is a member of the New York Stock 
Exchange, the American Stock Exchange and 
one or more regional exchanges. Others conduct 
extensive business in unlisted securities in the 
over-the-counter market. 


New England’s Current Status 

Boston currently ranks third in the country 
as a general financial center, behind New York 
and Chicago. Cities in the Pacific and southern 
areas are growing very rapidly, and rank ahead 
of Boston by some measures of financial activity. 
While New England was the leader in financing 
during the middle of the past century, it no 
longer holds a distinctive place in originating 
SCCULILICS. 


New England’s financial rank rests mainly on 
its being a home for a large number of institu- 
tional investors. The insurance firms headquar- 
tered in the region — life, fire, marine and 
casualty — account for about 20 percent of total 
assets of such institutions in the Nation. This 
compares with much lower basic regional per- 
centages — 6 percent of the Nation’s population, 
and 7 percent of the Nation’s income. Regional 
investment companies account for almost a third, 
and assets of trust accounts administered by the 
regions’ banks for about 12 percent of the 
Country’s totals. 

New England also ranks high in individually 
owned wealth. Per capita liquid asset holdings 
are some 40 percent above the national average 
while per capita stock holdings exceed the coun- 
trywide figure by about 50 percent. There is a 
continual export of capital from the area to 
finance the developing regions of the Country. 
An example is a Robert Frost story concerning 
an Iowa farmer who stopped next to a Vermont 
field to watch the Yankee tilling his rocky soil. 
“Pretty hard to make a living that way.” “Oh 
we get by,” the Vermonter replied, “and what's 
left over we invest in Iowa farm mortgages.” 





Trust Department Earnings Up Sharply in 1960 


Gross income from trust departments of New 
England commercial banks continued upward 
in 1960, at a faster rate than a year ago. All 
sources of income increased over 1959 levels for 
a total rise of 10.6 percent. 

Pension trust income registered the largest rate 
of growth for the year, but the largest category 
of trust incomes — personal trusts — accounted 
for $1.5 million of the $3.6 million gain. Estate 
income increased over 20 percent from the 1959 
total. 

Expenses of the trust departments increased 
during the year. Salaries and wages, which rep- 
resent the largest single cost factor, rose 10.4 
percent for a year ago and accounted for 56 
percent of expenses. The ratio of total expenses 
to total income was 79 percent for the year. This 
contrasts with a 7] percent ratio of total operat- 
ing expenses to total operating earnings for all 
member banks in the First Federal Reserve 
District for 1960. 

Thirty-eight of the 58 reporting banks showed 
profitable trust operations for the year. Of the 
unprofitable banks, three had gross income of 
over $200,000, while 15 banks had income of less 
than $100,000. Sharp increases in direct expenses, 
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especially salaries and wages, and the decline in 
estate income proved the difference in some of 
these banks between profitable and unprofitable 
operations. 











TRUST DEPARTMENT INCOME AND EXPENSE 
Surveyed New England Banks, 1960 
(Amounts in thousands of dollars) 








| 13 Banks with trust 37 Banks with trust 
| department income | department income 
| exceeding $500,000 from $30,000 to 


in 1960 $500,000 in 1960 
| | Percent | | Percent 
Change | Change 
1960 1959 1960 | 1959 

Income | 

Commissions and fees from: | 
Estates | $ 4,001} +21.7 | $1,291 | +16.0 
Personal trusts... 14,444 + 9.4 2,570 + 9.7 
Pension trusts..... 1,312 +25.8 205 +12.0 
Personal agencies 6,767 + 4.6 888 +15.0 
Corporate trusts 546 + 9.0 26 +13.0 
Corporate agencies.... 5,735 + 9.1 148 Sue 
Vetel....... $32,805 | +10.2 $5,058 | +12.0 

Expenses 

Salaries and wages... $14,090 | + 9.7 | $2,619 | +14.0 
Officers. . 5,035 + 8.7 1,374 | +11.5 
Other employees. 9,055 +10.4 1,245 +16.9 
Other direct expense .....| 7,192 +16.2 1,381 +13.0 
Overhead. . 3,809 | — 08 648 | +237 
Total. ..... $25,091 + 9.7 $4,648 +15.0 





Note: A detailed report of the information obtained from the 1960 survey 
is available on request from the research and statistics department. Detailed 
tables for 1947 through 1959 are available in limited quantities. 
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PRICES) MAN-HOURS, AND EARNINGS MANUFACTURING 


Percent 
Percent 


Seasonally Adjusted Index, 1950-52-100 


CONSUMER PRICES-MASS 
1947-49=100 


MASSACHUSETTS 


Percent e*, on 
‘ PRODUCTION-WORKER ° 
MAN-HOURS-N.E 


1950-100 


Dollars. 


WEEKLY EARNINGS-MASS 





MASSACHUSETTS | NEW ENGLAND UNITED STATES 
MANUFACTURING INDEXES | (1950-52 = 100) (1950-52 = 100) ' (1957 = 100) 


(seasonally adjusted) Mar. '61 Feb. '61 Mar. '60 | Mar.'61 Feb. '61 Mar. '60| Mar. '61 Feb. '61 = Mar. '60 


All Manufacturing | 108 V11r 7 110 111r 118 102 101 110 
Primary Metals 96 107r 102 89 93 98 74 73r 106r 
Textiles 45 45 48 CO 63 63 68 na. 102 111 
Shoes and Leather 118 131r 101 | 114 123r 109 n.a. na. 99 
Paper 104 107 109 |) —:122 125 127 na. 113 112 











NEW ENGLAND UNITED STATES 
Percent Change from: Percent Change from: 


BANKING AND CREDIT | Mar.'61 Feb.'61 Mar. '60 Mar.'61 Feb. '61 = Mar. '60 
Commercial and Industrial Loans ($ millions) 1,454 . + § 31,712 + 2 — 3 
(Weekly Reporting Member Banks) | | 
Deposits ($ millions) 4,515 + 6 112,187 0 6 
(Weekly Reporting Member Banks) 
Check Payments ($ millions) 10,211 +10 255,389 
(Selected Cities) 
Consumer Installment Credit Outstanding 262.2 +9 283.0 
(index, 1950-52 = 100) 
TRADE 
Department Store Sales 135 143e 
(index, seas. adj. 1947-49 100) | 
Department Store Stocks 145 163 
(index, seas. adj. 1947-49 = 100) 
EMPLOYMENT, PRICES, MAN-HOURS, & EARNINGS 
Nonagricultural Employment (thousands) 3,608 
Insured Unemployment (thousands) 227 
(excl. R. R. and temporary programs) 
Consumer Prices 130.5 
(index, 1947-49 = 100) (Mass.) 
Production- Worker Man-Hours 83.1 
(index, 1950 = 100) 
Weekly Earnings in Manufacturing ($) 83.07 
OTHER INDICATORS (Mass.) 
Construction Contract Awards ($ thous.) 
(3-mos. moving averages Jan., Feb., March) 
Total | 103,568 | 2,623,687 = 6 
Residential 37,636 | 1,069,357 +18 
Public Works 17,090 | 472,160 — 7 
Electrical Energy Production 221 282 + § 
(index, seas. adj. 1947-49 = 100)* } 
Business Failures (number) 85 1,610 +11 
New Business Incorporations (number) 882 16,607 +25 





*Figure for last week of month r = revised | na. not available 
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